Purpose -Despite considerable research on psychic distance (PD), research into the topic is confounded by a general failure to precisely define and fully operationalize the construct. The purpose of this paper is to develop a new measurement scale to assess psychic distance (the PD scale), and also to investigate the impact of the PD scale on the adaptation of international marketing strategies. Design/methodology/approach -The paper uses data collected by mail questionnaire in a sample survey of 301 export firms. The results were analyzed using structural equation modeling. Various statistical tests show that the results are reliable and valid. Findings -Findings reveal that psychic distance is a higher-order construct composed of two dimensions: country distance and people distance. The results also indicate that both dimensions of the PD scale are positively and significantly associated with cultural distance and the adaptation of product, promotion, pricing and distribution strategies to the foreign market. Originality/value -The paper develops a new scale, the PD scale, which is a measure of psychic distance and addresses a gap in the literature by testing its impact on the adaptation of the international marketing strategy. Keywords National cultures, International business, Marketing strategy Paper type Research paper Psychic distance is one of the most commonly cited, yet vaguely measured, constructs within the realm of international business research (Dow and Karunaratna, 2006) .
Introduction
During recent years firms have increasingly committed themselves to global markets, and their expansion into new markets serves as a catalyst for significant growth opportunities. However, for a firm to go international, it must first decide which foreign market(s) to select. As papers in this special issue will attest, the process leading to the identification of attractive foreign markets, commonly referred to as the international market selection process, is a key success factor in international market expansion. Selecting the right foreign market is one of the most crucial decisions for firms in their internationalization process and can have long-term consequences for the success of the firm (Malhotra et al., 2009) . In this context, it is argued that managers are influenced by their perception regarding the degree of difficulty of entry into foreign markets (Dow, 2000; Johanson and Vahlne, 1977) .
In order to assess the existing differences between cultures, a new body of literature has emerged around the concept of psychic distance, a concept essential to assessing the complex differences between markets. Not surprisingly, the concept of psychic distance has been widely cited in the literature as a driver of international market selection (Dow, 2000; Ellis, 2007) . Specifically, it has been acknowledged to play a key role in the debate surrounding the driving forces that determine the process of market selection, and hence the direction of international expansion (Alexander et al., 2007) .
The Uppsala internationalization process model argues that firms tend to select foreign markets in accordance with their psychic proximity to the home market (Johanson and Vahlne, 1977) . A lower psychic distance means a country is more likely to be selected because of an improved understanding of that foreign market and managers are also less likely to initiate business relations with countries perceived to be dissimilar. Thus, psychic distance is considered to be a significant predictor of international market selection (Dow, 2000) . Not surprisingly, the psychic distance concept has been identified as a key variable in explaining foreign market selection for both foreign direct investment (e.g. Dow and Ferencikova, 2010) , and exporting (e.g. Dow, 2000; Ellis, 2007) .
However, despite the considerable growth of research on psychic distance, research into the topic is confined by a general failure to precisely define and fully operationalize the concept (Prime et al., 2009) . This explains the variety of conflicting findings that appear in the literature regarding the importance of psychic distance, which leads authors to question the empirical usefulness of the concept (e.g. Stöttinger and Schlegelmilch, 2000) . It is not surprising that in view of these inconsistencies, several researchers (e.g. Sousa and Bradley, 2008) concluded that a psychic distance measurement scale should be improved further. In this context, it is argued that past research has largely ignored the perceptual component of psychic distance, despite the inherently cognitive nature of the concept (Child et al., 2009) . This lack of research attention to the decision makers' perceptions when operationalizing psychic distance is a major flaw in the current literature (Prime et al., 2009) . Another limitation in the area is that the majority of studies reduce psychic distance to a uni-dimensional construct that is measured with a limited number of items (Dow and Larimo, 2009; Dow and Ferencikova, 2010) .
Our paper intends to contribute toward filling this gap in the literature by developing and empirically testing a multi-dimensional scale for psychic distance that takes into account the perceptual nature of the concept, so that both researchers and practitioners might better understand and, thereby, handle the international operations of the firm more efficiently. Moreover, since many academic and managerial resources are invested in efforts to better understand foreign markets, it is essential to develop ways of evaluating those markets before ultimately developing an exporting strategy. This is particularly true with the ongoing globalization of markets where decisions on standardization and adaptation of marketing strategies have become of crucial importance to the survival, growth and profitability of export firms. As a result, we also examine the impact of the new psychic distance scale on the manager's decision to adapt or standardize the firm's international marketing strategies.
Psychic distance

The definition
Despite the theoretical and pragmatic value of the psychic distance concept, the attempts to operationalize it as well as the sophistication of the measurement 202 IMR 28,2 instruments that have been developed to measure it remain surprisingly limited (Prime et al., 2009 ). However, before developing an instrument to measure the construct, it is necessary to establish a clear definition. The term psychic distance was used in earlier research by Beckerman (1956) . Later work of Johanson and colleagues (Johanson and Vahlne, 1977; Johanson and Wiedersheim-Paul, 1975 ) made this concept well known. Johanson and Wiedersheim-Paul (1975) started by defining psychic distance as factors preventing the flow of information between the firm and the market. Some examples of factors affecting psychic distance include differences in languages, culture, level of education, and level of industrial development (O'Grady and Lane, 1996) .
Despite the existing variety of definitions of psychic distance, a limitation of most definitions is the failure to incorporate the perception aspect of psychic distance (Evans and Mavondo, 2002) . As suggested by previous research, the differences between the home and foreign country shape the construct (Evans et al., 2000) . Thus, it is the individual's perception of the differences between the home and foreign country that defines the psychic distance concept (Sousa and Bradley, 2006) . Psychic distance can, therefore, be defined as the individual's perceived differences between the home and the foreign country.
The impact of psychic distance
Two recent studies by Sousa and Bradley (2008) and Prime et al. (2009) reviewed the literature to examine the impact of psychic distance on various dependent variables. They concluded that despite the widespread research, two main problems remain that hinder theory advancement in the field: first, operationalizations show little theoretical consistency; and second, the relationship between psychic distance and various different variables leads to different results characterized by the lack of replication and some inconsistencies.
As a consequence, we propose to develop a new measure of psychic distance as well as examine its impact on the adaptation of international marketing strategies. We adopt the contingency perspective on the standardization/adaptation debate. In this context international marketing strategy adaptation refers to the degree to which the strategy differs between the home and foreign market. The degree of marketing strategy adaptation at the international level refers to the manipulation by the manager of the marketing mix elements (i.e. product, promotion, price, and distribution).
Previous research in the area of international marketing acknowledges the importance of the manager and his or her perceptions in the export operations of the firm (e.g. . It has been argued that managers' perceptions of the advantages and complexities of exporting are particularly important for export strategy decisions (Axinn, 1988) . In the case of international marketing strategies, it has been found that the manager's perception of the differences between the home and foreign market may explain the degree to which export marketing strategy elements are adapted or standardized (Martenson, 1987) . Taking this into account, we would expect that the manager's perception of psychic distance toward a foreign market will have an impact on the degree of adaptation/standardization of the different elements in the international marketing strategy.
Specifically, we expect psychic distance to be positively correlated with the degree of adaptation of the international marketing strategy. This is consistent with previous studies (e.g. Sousa and Lengler, 2009 ), which found a positive relationship between standardization in marketing programs and similarities between any two countries.
The rationale for this finding is that standardization appears more likely where the foreign market is most similar to the domestic market, while adaptation is preferred when markets are viewed as dissimilar (Cavusgil et al., 1993; Theodosiou and Leonidou, 2003) . In a study of multinational corporations operating in the UK, Katsikeas et al. (2006) also found that the degree of strategy standardization is significantly related to similarity between markets with respect to regulatory environments, technical requirements, market competitiveness, customer characteristics, and customers' values, beliefs and attitudes. Thus, considering the above arguments, we expect psychic distance to have a positive impact on the degree of adaptation of the international marketing strategy.
3. The operationalization of the psychic distance concept Throughout the last three decades, the operationalization of the psychic distance construct has proved troublesome. Attempts to test its validity empirically have resulted in various indicators being used in the literature. One of the first surrogate indicators to be used for psychic distance was geographic distance (Carlson, 1974) . This indicator, however, has been operationalized by how far away a country is and as such fails to capture the complexity of cross-country differences.
A review of the literature indicates that the operationalization of the psychic distance constructs falls broadly into three categories (see Table I ). In the first category, we have researchers (e.g. Fletcher and Bohn, 1998; Sethi et al., 2003) who have used a method developed by Kogut and Singh (1988) based on Hofstede's (1980) cultural difference dimensions to measure psychic distance. In this case researchers consider cultural distance and psychic distance to be equivalent. This argument, however, contradicts recent research by Sousa and Bradley (2006) who report that both concepts are "conceptually different and that the methods used to measure both concepts must necessarily be different as well" (p. 60). Moreover, Hofstede's dimensions do not deal with differences in language, education, political and legal systems or levels of industrial development, which casts further doubt on the appropriateness of this indicator (Dow, 2000) .
The second category consists of researchers who measure psychic distance by using national level indicators on the basis of publicly available data (e.g. Brewer, 2007) . This approach, however, has been criticized for not taking into account subjective differences and individual level bias in the decision making (Dow and Larimo, 2009; Whitelock and Jobber, 2004) . In fact, it has been argued that a major problem in the current literature is that measurement development procedures do not consider the perceptual nature of the psychic distance construct (Prime et al., 2009) .
To address this issue, other researchers (e.g. Klein and Roth, 1990; Sousa and Bradley, 2005; operationalized psychic distance by asking firms' decision makers to estimate the psychic distance toward a foreign country. The emphasis in this case is on the perception of the manager and is consistent with our definition of psychic distance. It is the mind's processing, in terms of perception of cultural and business differences, that forms the basis of psychic distance (Evans et al., 2000) . Thus, it is the perceptions of the actual decision-making managers that are important and that influence their decisions as to whether or not to undertake business overseas and in what form. Perceptual measures of psychic distance should, therefore, be considered a better indicator of psychic distance than secondary source indicators (Dow and Larimo, 2009; Whitelock and Jobber, 2004) . This is confirmed by Zhao et al. (2004) in "business Languages", (6) difference in culture and local language, and (7) existence of previous trading channels between Sweden and the respective host countries Brewer (2007) Measures the ease of information flows between a country and a firm (1) Commercial ties, (2) political ties, (3) historic ties, (4) geographic ties, (5) social ties, (6) information ties, (7) level of development 3. Psychic distance: perceptual measures Klein and Roth (1990) The sum of factors preventing the flow of information from and to the market (1) Language of the country, (2) accepted business practices, (3) economic environment, (4) legal systems and (5) communications infrastructure (seven-point scale) Shoham et al. (1995) A summary construct, which represents the perceived dissimilarity between foreign and domestic markets Measured by responses to the following request: "Describe the general nature of geographical diversity your company faces in its most important products in terms of differences in culture, economic climate, and legal barriers" (five-point scale)
Evans and Mavondo (2002) It is the distance between the home market and a foreign market resulting from the perception of both cultural and business differences Psychic distance comprises cultural distance and business distance.
Cultural distance based on Hofstede's (1980) cultural indices. Business distance: legal/political, market structure, economic environment, business practices and language (continued) Bello et al. (2003) It refers to fundamental differences between the home and foreign market that make it difficult or problematic for a firm to formulate and implement international business strategies (1) Culture of the country, (2) To operationalize the perceived psychic distance of the manager some authors (e.g. Shoham et al., 1995) use only one item to assess it. In order to assess the explanatory power of the psychic distance construct, however, we argue the need to fully measure the individual elements that comprise it. Recent psychic distance literature (Child et al., 2009; Dow and Ferencikova, 2010) indicates that research in the field should follow a multi-dimensional perspective because there is no single item or dimension to capture the full essence of this phenomenon. The majority of researchers in this area, however, are still measuring perceived psychic distance as a summary construct with a limited number of items (Dow and Larimo, 2009 ). Tihanyi et al. (2005) , for instance, found that 55 of the 66 samples they reviewed employed Hofstede's cultural index as their sole indicator of psychic distance. Thus, despite the fact that generally the different conceptualizations in the literature provide support for a multi-dimensional interpretation of the psychic distance construct, the vast majority of the empirical studies have measured it as a uni-dimensional construct (Dow and Ferencikova, 2010) . To improve our understanding of psychic distance, however, we have to accept the idea that it is a larger, more encompassing concept than simply cultural differences, and that many more factors (e.g. legal and competitive environments) need to be included when assessing the construct (O'Grady and Lane, 1996). The factors influencing perceptions of psychic distance are language, political and legal systems, education system, economic and industrial development, marketing infrastructure as well as culture (Evans et al., 2000; Johanson and Vahlne, 1977) . Although these factors have been identified as key components, the vast majority of researchers only use a small sub-set of these factors to operationalize the psychic distance construct. Our objective is to integrate these previously isolated measures into a new multi-dimensional scale for psychic distance (PD scale) that takes into account the perceptual nature of the construct and that captures all these key factors.
The PD scale
This study builds on validated and reliable measurement scales found in the literature in order to propose a multi-dimensional scale to assess psychic distance. This new scale comprises two dimensions:
(1) country characteristics distance; and (2) people characteristics distance.
We propose that the psychic distance construct can be defined as the distance between the home country and the foreign country, which is reflected in the individual's perception of differences of both "country" characteristics and "people" characteristics. The first dimension is related to specific aspects of modernization of a country while the second dimension refers more to the degree of separation and interaction that exists between people from different countries.
Several studies provide support for this two-dimensional approach to assess differences between countries. Peterson and Smith (1997) , for instance, also organize the factors into two dimensions to assess differences between countries: the first dimension includes factors such as language and traditions and emphasizes the
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The PD scale degree of separation and interaction; the second dimension refers to specific aspects of modernization and includes factors such as economic development and technological development. Similarly, Evans and Mavondo (2002) also consider that a two-dimensional approach is necessary to assess the differences between countries. They argue that cultural differences, as well as business differences such as economic development and legal regulations, need to be integrated into the conceptualization of psychic distance. Further support is provided by Katsikeas et al. (2006) who consider that the environment should be assessed at two distinct levels: macro-environmental factors that consist of broader elements such as economic and regulatory characteristics; and micro-environmental factors that include elements such as customer characteristics. Hence, we propose that the first dimension of our PD scale (i.e. country characteristics), which consists of more general aspects of modernization of a country, should include factors such as economic and industrial development, legal regulations, and technical requirements among others. On the other hand, the focus of the second dimension (i.e. people characteristics) is more on the customer characteristics and should include factors such as lifestyle, consumer preferences, and customer attitudes and traditions.
This appears to be consistent with our definition of psychic distance, which suggests that in order to correctly assess the differences that exist between countries we should take into account "country" as well as "people" characteristics. At this point it is important to emphasize that "country characteristics" is not the same as cultural distance and should not be operationalized using cultural level analyses (e.g. Hofstede's index). According to our definition, psychic distance reflects the individual's perception of both "country" and "people" characteristics and should, therefore, be assessed at the individual level, i.e. it must be derived from analyses of the scores of individuals.
Thus, we consider that psychic distance is a higher-order construct made up of two distinct, though related dimensions that should be assessed at the individual level. Our study proposes the existence of an underlying commonality among the two different dimensions and, hence, tests an integrated approach to the psychic distance phenomenon by integrating the previously isolated measures into a unique multidimensional scale.
Country characteristics distance
Country characteristics distance is identified as a key component of psychic distance. Differences between the home and foreign country regarding development, competitiveness, infrastructures and regulations are essential elements of psychic distance. Nevertheless, despite the importance of these elements to fully operationalize psychic distance, past research has often failed to incorporate them when assessing the construct (Evans and Mavondo, 2002) . We suggest, however, that these elements are key factors in influencing the international operations of the firm. The study by Dow and Karunaratna (2006) on the psychic distance stimuli provides further support for the above argument. In that study they argue that macro-level factors shape the decision maker's perception of psychic distance.
The importance of these country characteristics factors is illustrated, for instance, in the international business/marketing literature by Jain (1989) who argues that the greater the difference in economic development, marketing infrastructure, and legal environment between the home and foreign countries, the lower the degree of standardization followed by a firm when designing its international marketing 208 IMR 28,2 strategy. Differences in regulations can have substantial consequences for achieving economies of scale and scope. For instance, the large stores law significantly impeded the expansion strategy of Toys "R" Us in Japan (Alexander, 1997) . Research has also shown that differences in market competitiveness, technical requirements, and communications infrastructure across markets are among the major aspects in influencing the activities of firms abroad (Cavusgil et al., 1993; Theodosiou and Katsikeas, 2001; Katsikeas et al., 2006) . Hence, the proposed construct comprises the following six elements:
(1) level of economic and industrial development; These elements have also been found to be among the most cited items in the literature when operationalizing psychic distance (Prime et al., 2009; Sousa and Bradley, 2008) thereby providing further support for their selection.
People characteristics distance
People characteristics distance is considered to be the second key dimension of psychic distance. We argue that in order to understand the differences between countries, it is necessary to take into account the people's characteristics in these countries. People from different nations may have different patterns of behaving and believing, and different cognitive blueprints for interpreting the world (Kroeber and Kluckhohn, 1952) . It is, therefore, necessary to take into consideration not only the macro aspects of the country, but also the particular characteristics of the people who live in it.
The task of introducing products to foreign markets, for instance, requires firms to understand how an unfamiliar group will behave toward their products. It is this knowledge that determines whether entry into a foreign market is advisable and what strategic modifications if any, are required for successful market expansion (Sommers and Kerman, 1967 ). An expansion strategy, for example, based on entry into foreign markets with similar consumption habits, lifestyles, level of literacy and language is likely to offer the greatest opportunities for standardization (Jain, 1989; Shoham et al., 1995; Sousa and Bradley, 2009; Sousa and Lengler, 2009 ). On the other hand, large differences in lifestyles and education between countries will increase the risk and uncertainty of a manager to properly understand and communicate effectively with the foreign market (Dow and Karunaratna, 2006; Sousa and Lengler, 2009 ).
Psychic distance is often referred to in terms of barriers to learning and understanding (Nordström and Vahlne, 1994) . In this context the perception of differences in terms of language, beliefs, attitudes, and traditions are particularly important. It has been found that differences in languages between countries tend to increase both the costs and the risk of a transaction (Dow and Karunaratna, 2006) while different beliefs, attitudes and traditions may increase the cost of interpreting information flows between the parties and also increase the risk of misinterpretation (Boyacigiller, 1990) . Not surprisingly, factors such as lifestyle, purchasing power of customers, education, language, consumer preferences, and culture have been frequently cited in literature for
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The PD scale over 30 years as important components of the psychic distance construct ( Johanson and Wiedersheim-Paul, 1975; Prime et al., 2009; Sousa and Bradley, 2008) . Thus, to assess the second key dimension of psychic distance, this construct comprises seven items:
(1) per capita income; 
Method
Data collection procedure
The study was conducted in 2004 using a sample of Portuguese exporting firms. The sampling frame for the study was based on a government agency database. Using this database we used a simple random sampling procedure to select a total of 874 firms. We used a multi-industry sample to increase observed variance and the sample was comprised of firms from all the regions in Portugal. Questionnaires were sent with a postage-paid business reply envelope to the managers of the 874 firms. This was followed by a reminder letter that included a reply envelope. A total of 315 questionnaires were returned, of which 301 were complete and usable, resulting in a net response of 34.4 percent. This response rate is quite good, considering that the average top management survey response rates are in the range of 15-20 percent (Menon et al., 1996) .
Assessment of non-response bias and data profile
Non-response bias was tested by assessing the differences between the early and late respondents with regard to the means of all the variables (Armstrong and Overton, 1977) . Early respondents were defined as the first 75 percent of the returned questionnaires, and the last 25 percent were considered late respondents. These proportions approximate the actual way in which questionnaires were returned. No significant differences between the early and late respondents were found, suggesting that response bias was not a significant problem in the study. To mitigate non-response bias we also guaranteed participants' anonymity that is especially important when questions relate to sensitive topics.
We also tested the existence of common method bias in our study. To minimize this risk, respondents were not told the specific purpose of the study, and all of the construct items were separated and mixed (Lages et al., 2008) . Additionally, if common method bias exists, a confirmatory factor analysis (CFA) containing all constructs should produce a single method factor (Podsakoff and Organ, 1986 ). The goodness-offit indices (CFI ¼ 0.792; IFI ¼ 0.795; TLI ¼ 0.709) indicate a poor fit for the single factor model, which suggests that biasing from common method variance is unlikely.
The survey was addressed to the individuals who were primarily responsible for international business operations and activities. Respondents were asked to indicate their degree of experience in international activities on a scale where 1 ¼ none and 5 ¼ substantial. The mean response was 3.5 (SD ¼ 0.99, range 1-5). This reveals that 210 IMR 28,2 the individuals appear to have considerable knowledge of the international activities of the firm. A wide range of firm sizes is represented in our sample. Portuguese exporting industry is primarily composed of SMEs. Out of the total exporting firms of the sample, 3.7 percent of Portuguese companies have more than 500 employees (see Appendix for sample characteristics). Churchill's (1979) traditional approach to scale development was adopted. The scale resulted from a combination of exploratory qualitative in-depth interviews, a review of the marketing literature, and survey pretests. Based on the literature review and preliminary findings, the domain of the construct was specified to include two psychic distance categories. A set of items designed to measure each of these dimensions was developed. The original items had to undergo minor modifications, and consequently the name of the two dimensions had to be modified for purposes of clarity and specificity.
Survey instrument development
We first developed an English version of the questionnaire and then had a bilingual expert translate it into Portuguese. To ensure content validity of the measures, an in-depth analysis of the questionnaire was performed by academic experts who were familiar with the topic under investigation. The measures were then further refined through interviews with 15 managers involved in export operations. The questionnaire was then back-translated into English and compared with the original translated version to achieve "translation equivalence" (Craig and Douglas, 2005) . The final set of items of the PD scale was then once again assessed for content and face validity by two academic judges, one with knowledge of the method employed in this study and another one with extensive knowledge of the international marketing literature. Considerable importance was given to such aspects as the breadth of theoretical content covered by the item, consistency of the contents tapped by individual items under a single factor, and clarity of the meaning and comprehensibility of the item. A full listing of the 13 final items and their scale reliabilities is found in Table II .
Measures
The items chosen for the first dimension of the PD scale were adapted from previous studies as follows: level of economic/industrial development and technical requirements were based on the work by Theodosiou and Katsikeas (2001) ; communications infrastructure and legal regulations were adapted from Klein and Roth (1990) ; finally, marketing infrastructure and market competitiveness were based on the work by Kim and Hwang (1992) and Shoham (1999) . To measure these elements respondents were asked to indicate the degree to which they perceived the home country to be different from or similar to the foreign country (the firm's most important foreign market) on a five-point scale from one (very similar) to five (very different).
The items chosen to operationalize the seven elements that comprise the second dimension of the PD scale were also based on the literature. Whereas per capita income and purchasing power of customers were adapted from Boddewyn (1981) and Theodosiou and Katsikeas (2001) , the remaining items in this dimension (i.e. lifestyles, consumer preferences, level of literacy and education, language, and cultural values, beliefs, attitudes and traditions) were based on the work by Sousa and Bradley (2006) . To measure these items we used a five-point scale from one (very similar) to five (very different).
Finally, to assess the degree of marketing strategy adaptation we relied on the measures used by Sousa and Bradley (2009) . To measure these items we used a fivepoint scale from one (very similar) to five (very different).
Data analysis
As noted by Churchill (1979) , in order to increase reliability and decrease measurement error it is advisable to use multi-item scales instead of single-item scales. Churchill's (1979) approach to scale development has been expanded by Gerbing and Anderson (1988) with the use of CFA. CFA is performed to assess the measurement properties of the existing scales, using full-information maximum likelihood estimation procedures in LISREL 8.3 (Jöreskog and Sörbom, 1993) . CFA provides a better estimate of reliability than coefficient a (Steenkamp and Trijp, 1991) . While coefficient a assumes that different indicators have equal factor loadings (l) and error variances (d), CFA takes into account the differences among the existing indicators. However, before we used CFA, it was decided to perform first an exploratory factor analysis (EFA) using principal component analysis. The results of the EFA revealed two things:
(1) there was no need to delete any scale items based on poor factor loadings or cross-loadings; and (2) as expected two factors with eigenvalues X1.0 emerged (see Table III ).
Confirmatory factor analysis
In this model, each item is restricted to load on its pre-specified factor, with the two first-order factors allowed to correlate freely. The w 2 for this model is significant (w 2 ¼ 340.98, 64 df, po0.05). Since the w 2 statistic is sensitive to sample size, we also assess additional fit indices: the comparative fit index (CFI), the incremental fit index (IFI), and the Tucker-Lewis fit index (TLI). The CFI, IFI, and TLI of this model are 0.95, 0.95, and 0.94, respectively. Hence, despite the significant w 2 , the fit indices reveal that the final structural model is fairly good in the sense of reproducing the population covariance structure, and that there is an acceptable discrepancy between the observed and predicted covariance matrices. Unidimensionality was evidenced by the large and significant standardized loadings of each item on its intended construct (average a/r vc(n) /r Notes: a, internal reliability (Cronbach, 1951) ; r vc(n) , variance extracted (Fornell and Larcker, 1981) ; r, composite reliability (Bagozzi, 1980) ; all items are five-point Likert scales anchored by "very similar" and "very different" loading size was 0.73). Market competitiveness and language had slightly lower loadings. Despite this we decided to keep these items due to theoretical reasons, the high composite reliability and Cronbach's a coefficient, and the fact that all items had item-to-total correlations higher than 0.40 (cf. Bettencourt, 2004) . As shown in Table II , all constructs present the desirable levels of composite reliability. Moreover, all the factor item loadings on each construct were statistically significant (po0.01), thus indicating convergent validity. Also, the values of average variance extracted of the constructs were X0.50, suggesting convergent validity of the measurement items. In addition, we evaluated discriminant validity. The w 2 difference tests with one degree of freedom were used to test for unity between pairs of constructs. The tests were significant at the 0.05 significance level, which indicates that the pair of constructs correlated at o1 and thereby is indicative of the existence of discriminant validity (de Jong et al., 2004) .
Regarding marketing strategy adaptation the results also indicated that the measures used were reliable and valid: product adaptation (a ¼ 0.92; r vc(n) ¼ 0.70; r ¼ 0.92); price adaptation (a ¼ 0.84; r vc(n) ¼ 0.55; r ¼ 0.83); promotion adaptation (a ¼ 0.95; r vc(n) ¼ 0.81; r ¼ 0.95); and distribution adaptation (a ¼ 0.92; r vc(n) ¼ 0.72; r ¼ 0.91).
Nomological validity
In order to assess nomological validity, we tested our measures with respect to some other constructs to which our construct is presumed to be theoretically related (cf. Churchill, 1999). As indicated above, we expect a positive relationship between the psychic distance and marketing strategy adaptation. Hence, in the exporting context, nomological validity would be demonstrated if the scores of the measures of psychic distance were positively and significantly correlated with the degree of marketing strategy adaptation. Table IV shows the correlation coefficients between the two components of psychic distance and the elements of the marketing strategy adaptation. Given that all of the coefficients are positive and significant (at po0.01) -a much greater proportion than would be anticipated by chance -we may conclude that psychic distance has a positive impact on marketing strategy adaptation. Hence, the nomological validity of the two proposed measures is supported (Cadogan et al., 1999 Given that all the fit indices were inside conventional cut-off values, it was concluded that the model was a good fit to the data. The results indicate that the first dimension of the PD scale (i.e. country characteristics) had a significant and positive effect on the different elements of marketing strategy adaptation: product adaptation (path coefficient ¼ 0.40; po0.01); price adaptation (path coefficient ¼ 0.45; po0.01); promotion adaptation (path coefficient ¼ 0.25; po0.01); and distribution adaptation (path coefficient ¼ 0.22; po0.01). Similar results were also found regarding the impact of the second dimension of the PD scale (i.e. people characteristics) on marketing strategy adaptation: product adaptation (path coefficient ¼ 0.18; po0.01); price adaptation (path coefficient ¼ 0.38; po0.01); promotion adaptation (path coefficient ¼ 0.41; po0.01); and distribution adaptation (path coefficient ¼ 0.27; po0.01). Overall, these results show that the two components of psychic distance have a positive impact on marketing strategy adaptation thereby further supporting the nomological validity of our PD scale.
To provide further assurance of the nomological validity of our PD scale, we also test its relationship with cultural distance. It is expected that, although psychic distance and cultural distance are conceptually different, a positive relationship exists between them (Sousa and Bradley, 2008) . To measure cultural distance we used the Kogut and Singh (1988) index based on Hofstede's (1980) cultural dimensions. As expected, the results confirm that both components of the PD scale are positively related to cultural distance. Specifically, Table IV shows that the correlation coefficient is 0.420 between country characteristics distance and cultural distance and 0.564 between people characteristics and cultural distance. This result thereby provides additional support for the nomological validity of the PD scale.
Higher-order factor
A second-order factor model of psychic distance is also estimated. This model includes the two first-order factors of country characteristics distance and people characteristics distance, along with their standardized coefficients, observable indicators and measurement errors (see Figure 1) .
Each of these first-order factors has significant (po0.001) loadings of 1.00 and 0.75, respectively, on the second-order factor. is 0.94. The w 2 difference test between the first-order and second-order models is non-significant (Dw 2 ¼ 0.01, Ddf ¼ 0, pX0.10). Overall, this suggests that the higher-order model accounted for the data well (Cadogan et al., 1999) .
Discussion and implications
The importance of the psychic distance construct is particularly highlighted in the international market selection process literature, since the selection of the right foreign market is one of the most crucial decisions for firms in their internationalization process. By using the PD scale to assess the degree of psychic distance, managers may better understand the main constituent elements of the construct, so that they may handle them more efficiently and effectively.
The PD scale proposed and tested in this paper provides a more comprehensive means of operationalizing psychic distance than currently exists in the literature. A significant criticism in the literature is the fact that many studies are based on a single dimension and/or do not use enough items to fully capture the nature of the psychic distance construct (Sousa and Bradley, 2008; Prime et al., 2009) . Instead of treating the PD scale as a uni-dimensional construct, we present various measurement items for each of the two dimensions. Although the items included in the PD scale have been previously used by some researchers on an individual basis, no prior study has used all of these items simultaneously. In addition, we support recent research (e.g. Sousa and Bradley, 2006 ) that psychic distance should be assessed at the individual level. Our results further support the view that the individual's perception of differences of both people as well as country characteristics should be taken into account to fully grasp the concept. In order words, psychic distance is a higher-order construct comprised of people and country characteristics dimensions that should be assessed at the individual level. 
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The PD scale
The development of a perceptual measure of psychic distance, the PD scale, also addresses a gap in the current literature since relatively few studies have taken into account the perceptual component of psychic distance despite the inherently cognitive nature of the construct (Child et al., 2009; Prime et al., 2009) . As argued by researchers such as Dow and Larimo (2009) , managers make decisions based on their perceptions of the environment and consequently it is the manager's perceptions of psychic distance that are crucial when examining the international operations of the firm.
In this context, we examined the impact that managers' perceptions of psychic distance have on the degree of adaptation of the international marketing strategy. The results confirm that psychic distance has a positive and significant impact on marketing strategy adaptation. This result is consistent with previous studies, which have found that perceptions of environmental differences are very important to determine the degree of standardization/adaptation (e.g. Katsikeas et al., 2006; O'Cass and Julian, 2003) . Although acknowledging the importance of customer characteristics and behavior, most studies when discussing environmental factors solely focus on legal and economic factors to explain the international marketing strategy (Theodosiou and Leonidou, 2003) . The firm's degree of success in a foreign market, however, will depend on its ability to satisfy the needs and wants of foreign customers. A detailed examination of overseas customer characteristics and purchasing behavior is, therefore, essential in selecting an appropriate international marketing strategy (Theodosiou and Katsikeas, 2001 ). This is confirmed by our own findings that reveal both dimensions of the PD scale to significantly influence the different elements in the international marketing strategy. Specifically, our results suggest that managers' perceptions of similarities (differences) of both "country" characteristics and "people" characteristics distance drive the deployment of standardized (adapted) international marketing strategies. As such, managers should be aware of the impact that psychic distance has on their strategic decisions, since the most critical and challenging decisions managers face in an export setting are related to the selection of appropriate marketing strategies.
Although we cannot claim to have captured the dimensions of psychic distance fully, it may be argued that we are close to it because the second-order factor extracts the underlying commonality among dimensions. In addition to obtaining respondents' evaluations of the two dimensions, the second-order factor model captures the common variance among them, reflecting an overall assessment of psychic distance.
As with any study, there are some research limitations that offer possibilities for future research. A possible limitation is that since only firms based in Portugal were surveyed, the findings may have limited generalizability to other countries. Nonetheless, generalizations of these findings may be applicable in countries that are in a similar stage of development and experience structural characteristics and export contingencies comparable to those in Portugal. Another limitation could be related to the sample of firms being biased by the size of the firm. The vast majority of the firms (96.3 percent) included in this study are SMEs with fewer than 500 employees. In comparison to larger firms, these enterprises may be more severely affected by psychic distance because they do not have a large internal resource base from which to draw information, and because they may be less professional and systematic in gathering information.
As marketing concepts transcend national boundaries, they are much more affected by social, cultural and other environmental differences. Hence, it would be important to test the PD scale in other international settings (e.g. countries in the Americas and 216 IMR 28,2 Asia) in order to assess its stability across different samples and contexts. When applying it to different contexts, we encourage researchers to add new items and factors in order to continue refining the PD scale. In this context, we should note that although the operationalization of the psychic distance construct should be based in terms of individuals' perceived distances, it is possible that these items are more likely to correlate with each other than in the case of objective indicators. Similarly to recent research on psychic distance (e.g. Bello et al., 2003; Katsikeas et al., 2009) , we also use reflective indicators and assume that a modification in the latent variable will change the items. Additionally, in reflective specifications, second-order constructs are assumed to cause their dimensions rather than being caused by them while in formative specifications a second-order construct is being caused by its dimensions. Thus, a fruitful direction for future research would be to investigate the possible formative nature of the psychic distance concept and develop an index.
Additional research is also required to analyze key antecedents and consequences of psychic distance. In addition to its relationship with marketing strategy, it is necessary to investigate how the PD scale is related to established constructs in the marketing field, such as experience, commitment, foreign market entry strategies and performance. Finally, future longitudinal studies are recommended, since they might capture the evolutionary character of the psychic distance construct over time.
Note
1. It is important to clarify that the psychic distance stimuli is not a direct measure of psychic distance but a broad range of exogenous national-level factors, which influence the perceptions of psychic distance (Dow and Larimo, 2009 
